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DISCUSSION 
1. The purpose of this Opinion is to clarify the application of 
accounting principles and reporting practices to interim finan-
cial information, including interim financial statements and 
summarized interim financial data of publicly traded companies 
issued for external reporting purposes. 
2. Interim financial information may include current data 
during a fiscal year on financial position, results of operations 
and changes in financial position. This information may be 
issued on a monthly or quarterly basis or at other intervals and 
may take the form of either complete financial statements or 
summarized financial data. Interim financial information often 
is provided for each interim period or on a cumulative year-to-
date basis, or both, and for the corresponding periods of the 
preceding year. 
3. APB Opinions and Accounting Research Bulletins make 
few specific references to the applicability of generally accepted 
accounting principles to financial statements for interim periods. 
A wide variety of practice exists in the application of accounting 
principles to interim financial information. This Opinion indi-
cates the applicability of generally accepted accounting prin-
ciples to interim financial information and indicates types of 
disclosures necessary to report on a meaningful basis for a 
period of less than a full year. 
4. The determination of the results of operations on a mean-
ingful basis for intervals of less than a full year presents inherent 
difficulties. The revenues of some businesses fluctuate widely 
among interim periods because of seasonal factors, while in 
other businesses heavy fixed costs incurred in one interim period 
may benefit other periods. In these situations, financial informa-
tion for periods of less than a full year may be of limited useful-
ness. In other situations costs and expenses related to a full year's 
activities are incurred at infrequent intervals during the year 
and need to be allocated to products in process or to other 
interim periods to avoid distortion of interim financial results. 
In view of the limited time available to develop complete 
information, many costs and expenses are estimated in interim 
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periods. For example, it may not be practical to perform ex-
tensive reviews of individual inventory items, costs on indi-
vidual long-term contracts and precise income tax calculations 
for each interim period. Subsequent refinement or correction of 
these estimates may distort the results of operations of later 
interim periods. Similarly, the effects of disposal of a segment of 
a business and extraordinary, unusual or infrequently occurring 
events and transactions on the results of operations in an interim 
period will often be more pronounced than they will be on the 
results for the annual period. Special attention must be given to 
disclosure of the impact of these items on financial information 
for interim periods. 
5. The variety of practice that exists in the presentation of 
interim financial information is partly attributable to dif-
fering views as to the principal objective of interim financial 
information. 
a. Some view each interim period as a basic accounting 
period and conclude that the results of operations for each 
interim period should be determined in essentially the same 
manner as if the interim period were an annual accounting 
period. Under this view deferrals, accruals, and estimations 
at the end of each interim period are determined by following 
essentially the same principles and judgments that apply to 
annual periods. 
b. Others view each interim period primarily as being an 
integral part of the annual period. Under this view deferrals, 
accruals, and estimations at the end of each interim period 
are affected by judgments made at the interim date as to 
results of operations for the balance of the annual period. 
Thus, an expense item that might be considered as falling 
wholly within an annual accounting period (no fiscal year-end 
accrual or deferral) could be allocated among interim periods 
based on estimated time, sales volume, productive activity, 
or some other basis. 
6. Despite these differing views and limitations, periodic and 
timely financial information during a fiscal year is useful to 
investors and others. The principal objectives of this Opinion 
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are to provide guidance on accounting and disclosure issues 
peculiar to interim reporting and to set forth minimum disclo-
sure requirements for interim financial reports of publicly traded 
companies.1 The Opinion is not intended to deal with unresolved 
matters of accounting related to annual reporting. 
OPINION 
Applicability 
7. The Board has reviewed the applicability of APB Opinions 
and Accounting Research Bulletins in relation to the current 
practices followed in the preparation and reporting of interim 
financial information. The Board believes the accounting prin-
ciples and reporting practices in the Opinions and Bulletins 
should apply to interim financial information in the manner set 
forth in this Opinion. The guides expressed in this Opinion are 
applicable whenever companies issue interim financial infor-
mation. 
8. This Opinion (a) outlines (Part I, paragraphs 9-29) the 
application of generally accepted accounting principles to the 
determination of income when interim financial information is 
presented, (b) provides (paragraphs 19 and 20) for the use of 
estimated effective income tax rates (thus modifying paragraph 
6 of APB Opinion No. 11, Accounting for Income Taxes), and 
(c) specifies (Part II, paragraphs 30-33) certain disclosure 
requirements for summarized financial information issued by 
publicly traded companies. 
PART I 
Standards for Determining 
Interim Financial Information 
9. Interim financial information is essential to provide in-
vestors and others with timely information as to the progress of 
1 A publicly traded company for purposes of this Opinion includes any com-
pany whose securities trade in a public market on either ( 1 ) a stock 
exchange (domestic or foreign) or ( 2 ) in the over-the-counter market 
(including securities quoted only locally or regionally). When a company 
makes a filing with a regulatory agency in preparation for sale of its securi-
ties in a public market it is considered a publicly traded company for this 
purpose. 
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the enterprise. The usefulness of such information rests on the 
relationship that it has to the annual results of operations. 
Accordingly, the Board has concluded that each interim period 
should be viewed primarily as an integral part of an annual 
period. 
10. In general, the results for each interim period should be 
based on the accounting principles and practices used by an 
enterprise in the preparation of its latest annual financial state-
ments unless a change in an accounting practice or policy has 
been adopted in the current year (paragraphs 23-29). However, 
the Board has concluded that certain accounting principles and 
practices followed for annual reporting purposes may require 
modification at interim reporting dates so that the reported 
results for the interim period may better relate to the results 
of operations for the annual period. Paragraphs 12-20 set forth 
the modifications that are necessary or desirable at interim dates 
in accounting principles or practices followed for annual periods. 
Revenue 
11. Revenue from products sold or services rendered should 
be recognized as earned during an interim period on the same 
basis as followed for the full year. For example, revenues from 
long-term construction-type contracts accounted for under the 
percentage-of-completion method should be recognized in 
interim periods on the same basis followed for the full year. 
Losses projected on such contracts should be recognized in full 
during the interim period in which the existence of such losses 
becomes evident. 
Costs and Expenses 
12. Costs and expenses for interim reporting purposes may 
be classified as: 
a. Costs associated with revenue—those costs that are asso-
ciated directly with or allocated to the products sold or to the 
services rendered and which are charged against income in 
those interim periods in which the related revenue is 
recognized. 
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b. All other costs and expenses—those costs and expenses 
that are not allocated to the products sold or to the services 
rendered and which are charged against income in interim 
fiscal periods as incurred, or are allocated among interim 
periods based on an estimate of time expired, benefit received, 
or other activity associated with the periods. 
Costs Associated with Revenue 
13. Those costs and expenses that are associated directly with 
or allocated to the products sold or to the services rendered for 
annual reporting purposes (including, for example, material 
costs, wages and salaries and related fringe benefits, manufac-
turing overhead, and warranties) should be similarly treated for 
interim reporting purposes. 
14. Practices vary in determining costs of inventory. For 
example, cost of goods produced may be determined based on 
standard or actual cost, while cost of inventory may be deter-
mined on an average, FIFO, or LIFO cost basis. While com-
panies should generally use the same inventory pricing methods 
and make provisions for write-downs to market at interim dates 
on the same basis as used at annual inventory dates, the follow-
ing exceptions are appropriate at interim reporting dates: 
a. Some companies use estimated gross profit rates to deter-
mine the cost of goods sold during interim periods or use 
other methods different from those used at annual inventory 
dates. These companies should disclose the method used at 
the interim date and any significant adjustments that result 
from reconciliations with the annual physical inventory. 
b. Companies that use the LIFO method may encounter 
a liquidation of base period inventories at an interim date 
that is expected to be replaced by the end of the annual period. 
In such cases the inventory at the interim reporting date 
should not give effect to the LIFO liquidation, and cost of 
sales for the interim reporting period should include the 
expected cost of replacement of the liquidated LIFO base. 
c. Inventory losses from market declines should not be 
deferred beyond the interim period in which the decline 
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occurs. Recoveries of such losses on the same inventory in 
later interim periods of the same fiscal year through market 
price recoveries should be recognized as gains in the later 
interim period. Such gains should not exceed previously rec-
ognized losses. Some market declines at interim dates, how-
ever, can reasonably be expected to be restored in the fiscal 
year. Such temporary market declines need not be recognized 
at the interim date since no loss is expected to be incurred in 
the fiscal year. 
d. Companies that use standard cost accounting systems 
for determining inventory and product costs should generally 
follow the same procedures in reporting purchase price, wage 
rate, usage or efficiency variances from standard cost at the 
end of an interim period as followed at the end of a fiscal year. 
Purchase price variances or volume or capacity cost variances 
that are planned and expected to be absorbed by the end of 
the annual period, should ordinarily be deferred at interim 
reporting dates. The effect of unplanned or unanticipated 
purchase price or volume variances, however, should be re-
ported at the end of an interim period following the same 
procedures used at the end of a fiscal year. 
All Other Costs and Expenses 
15. Charges are made to income for all other costs and ex-
penses in annual reporting periods based upon (a) direct 
expenditures made in the period (salaries and wages), (b) 
accruals for estimated expenditures to be made at a later date 
(vacation pay) or (c) amortization of expenditures that affect 
more than one annual period (insurance premiums, interest, 
rents). The objective in all cases is to achieve a fair measure of 
results of operations for the annual period and to present fairly 
the financial position at the end of the annual period. The Board 
has concluded that the following standards should apply in 
accounting for costs and expenses other than product costs in 
interim periods: 
a. Costs and expenses other than product costs should be 
charged to income in interim periods as incurred, or be alio-
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cated among interim periods based on an estimate of time 
expired, benefit received or activity associated with the 
periods. Procedures adopted for assigning specific cost and 
expense items to an interim period should be consistent with 
the bases followed by the company in reporting results of 
operations at annual reporting dates. However, when a spe-
cific cost or expense item charged to expense for annual 
reporting purposes benefits more than one interim period, the 
cost or expense item may be allocated to those interim periods. 
(See paragraph 16.) 
b. Some costs and expenses incurred in an interim period, 
however, cannot be readily identified with the activities or 
benefits of other interim periods and should be charged to 
the interim period in which incurred. Disclosure should be 
made as to the nature and amount of such costs unless items 
of a comparable nature are included in both the current 
interim period and in the corresponding interim period of 
the preceding year. 
c. Arbitrary assignment of the amount of such costs to an 
interim period should not be made. 
d. Gains and losses that arise in any interim period similar 
to those that would not be deferred at year end should not 
be deferred to later interim periods within the same fiscal 
year. 
16. A complete listing of examples of application of the stand-
ards set forth in paragraph 15 is not practical; however, the 
following examples of applications may be helpful: 
a. When a cost that is expensed for annual reporting pur-
poses clearly benefits two or more interim periods (e.g., an-
nual major repairs), each interim period should be charged 
for an appropriate portion of the annual cost by the use of 
accruals or deferrals. 
b. When quantity discounts are allowed customers based 
upon annual sales volume, the amount of such discounts 
charged to each interim period should be based on the sales 
to customers during the interim period in relation to esti-
mated annual sales. 
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c. Property taxes (and similar costs such as interest and 
rent) may be accrued or deferred at annual reporting date, 
to achieve a full year's charge of taxes to costs and expenses. 
Similar procedures should be adopted at each interim report-
ing date to provide an appropriate cost in each period. 
d. Advertising costs may be deferred within a fiscal year 
if the benefits of an expenditure made clearly extend beyond 
the interim period in which the expenditure is made. Adver-
tising costs may be accrued and assigned to interim periods 
in relation to sales prior to the time the service is received if 
the advertising program is clearly implicit in the sales arrange-
ment. 
17. The amounts of certain costs and expenses are frequently 
subjected to year-end adjustments even though they can be 
reasonably approximated at interim dates. To the extent possible 
such adjustments should be estimated and the estimated costs 
and expenses assigned to interim periods so that the interim 
periods bear a reasonable portion of the anticipated annual 
amount. Examples of such items include inventory shrinkage, 
allowance for uncollectible accounts, allowance for quantity 
discounts, and discretionary year-end bonuses. 
Seasonal Revenue, Costs, 
or Expenses 
18. Revenues of certain businesses are subject to material 
seasonal variations. To avoid the possibility that interim results 
with material seasonal variations may be taken as fairly indica-
tive of the estimated results for a full fiscal year, such businesses 
should disclose the seasonal nature of their activities, and con-
sider supplementing their interim reports with information for 
twelve-month periods ended at the interim date for the current 
and preceding years. 
Income Tax Provisions 
19. In reporting interim financial information, income tax 
provisions should be determined under the procedures set forth 
in APB Opinion Nos. 11, 23, and 24. At the end of each interim 
period the company should make its best estimate of the effec-
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tive tax rate expected to be applicable for the full fiscal year. 
The rate so determined should be used in providing for income 
taxes on a current year-to-date basis. The effective tax rate 
should reflect anticipated investment tax credits, foreign tax 
rates, percentage depletion, capital gains rates, and other avail-
able tax planning alternatives. However, in arriving at this 
effective tax rate no effect should be included for the tax related 
to significant unusual or extraordinary items that will be sepa-
rately reported or reported net of their related tax effect in 
reports for the interim period or for the fiscal year.2 
20. The tax effects of losses that arise in the early portion of a 
fiscal year (in the event carryback of such losses is not possible) 
should be recognized only when realization is assured beyond 
any reasonable doubt (paragraph 45 of APB Opinion No. 11). 
An established seasonal pattern of loss in early interim periods 
offset by income in later interim periods should constitute 
evidence that realization is assured beyond reasonable doubt, 
unless other evidence indicates the established seasonal pattern 
will not prevail. The tax effects of losses incurred in early interim 
periods may be recognized in a later interim period of a fiscal 
year if their realization, although initially uncertain, later be-
comes assured beyond reasonable doubt. When the tax effects 
of losses that arise in the early portions of a fiscal year are not 
recognized in that interim period, no tax provision should be 
made for income that arises in later interim periods until the 
tax effects of the previous interim losses are utilized.3 Changes 
resulting from new tax legislation should be reflected after the 
effective dates prescribed in the statutes. 
Disposal of a Segment of a Business and 
Extraordinary, Unusual, Infrequently 
Occurring and Contingent Items 
21. Extraordinary items should be disclosed separately and 
2 Disclosure should be made of the reasons for significant variations in the 
customary relationship between income tax expense and pretax accounting 
income, if they are not otherwise apparent from the financial statements or 
from the nature of the entity's business (see APB Opinion No. 11, para-
graph 6 3 ) . 
3 The tax benefits of interim losses accounted for in this manner would not be 
reported as extraordinary items in the results of operations of the interim 
period as is provided for in annual periods in paragraph 45 of APB Opinion 
No. 11. 
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included in the determination of net income for the interim 
period in which they occur. In determining materiality, extra-
ordinary items should be related to the estimated income for 
the full fiscal year. Effects of disposals of a segment of a business 
and unusual and infrequently occurring transactions and events 
that are material with respect to the operating results of the 
interim period but that are not designated as extraordinary 
items in the interim statements should be reported separately. In 
addition, matters such as unusual seasonal results, business 
combinations treated for accounting purposes as poolings of 
interests and acquisition of a significant business in a purchase 
should be disclosed to provide information needed for a proper 
understanding of interim financial reports. Extraordinary items, 
gains or losses from disposal of a segment of a business, and 
unusual or infrequently occurring items should not be prorated 
over the balance of the fiscal year. 
22. Contingencies and other uncertainties that could be ex-
pected to affect the fairness of presentation of financial data at 
an interim date should be disclosed in interim reports in the 
same manner required for annual reports.4 Such disclosures 
should be repeated in interim and annual reports until the con-
tingencies have been removed, resolved, or have become 
immaterial. 
Accounting Changes 
23. Each report of interim financial information should indi-
cate any change in accounting principles or practices from those 
applied in (a) the comparable interim period of the prior annual 
period, (b) the preceding interim periods in the current annual 
period and (c) the prior annual report. 
24. Changes in an interim or annual accounting practice or 
policy made in an interim period should be reported in the 
period in which the change is made, in accordance with the 
provisions of APB Opinion No. 20, Accounting Changes. 
4 The significance of a contingency or uncertainty should be judged in relation 
to annual financial statements. Disclosures of such items should include, but 
not be limited to, those matters that form the basis of a qualification of 
an independent auditor's report. 
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25. Certain changes in accounting principle, such as those 
described in paragraphs 4 and 27 of APB Opinion No. 20, require 
retroactive restatement of previously issued financial statements. 
Paragraph 26 of APB Opinion No. 9, Reporting the Results of 
Operations, requires similar treatment for prior period adjust-
ments. Previously issued financial statements must also be 
restated for a change in the reporting entity (see paragraphs 
34-35 of APB Opinion No. 20) and for correction of an error 
(see paragraphs 36-37 of APB Opinion No. 20). Previously 
issued interim financial information should be similarly restated. 
APB Opinion Nos. 9 and 20 specify the required disclosures. 
26. The effect of a change in an accounting estimate, includ-
ing a change in the estimated effective annual tax rate, should 
be accounted for in the period in which the change in estimate 
is made. No restatement of previously reported interim informa-
tion should be made for changes in estimates, but the effect on 
earnings of a change in estimate made in a current interim 
period should be reported in the current and subsequent interim 
periods, if material in relation to any period presented and 
should continue to be reported in the interim financial informa-
tion of the subsequent year for as many periods as necessary to 
avoid misleading comparisons. Such disclosure should conform 
with paragraph 33 of APB Opinion No. 20. 
27. A change in accounting principle or practice adopted in 
an interim period that requires an adjustment for the cumulative 
effect of the change to the beginning of the current fiscal year 
should be reported in the interim period in a manner similar to 
that to be followed in the annual report.5 The cumulative effect 
of a change in accounting practice or policy should be calculated 
in an interim period by determining the effect of the change on 
the amount of retained earnings at the beginning of the annual 
period in which the interim period falls. The effect of the change 
from the beginning of the annual period to the period of change 
should be reported as a determinant of net income in the interim 
period in which the change is made. When the previously 
5 Paragraphs 20-22 of APB Opinion No. 20 provide guidance on the determi-
nation of the cumulative effect of an accounting change. The first two 
sentences of paragraph 27 above apply the guides of paragraphs 20-22 of 
APB Opinion No. 20 to interim data. 
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reported interim information is subsequently presented, it 
should be restated to give effect to the accounting change. 
28. The Board recommends that, whenever possible, com-
panies adopt any accounting changes during the first interim 
period of a fiscal year. Changes in accounting principles and 
practices adopted after the first interim period in a fiscal year 
tend to obscure operating results and complicate disclosure of 
interim financial information. 
29. In determining materiality for the purpose of reporting 
the cumulative effect of an accounting change or correction of 
an error, amounts should be related to the estimated income for 
the full fiscal year and also to the effect on the trend of earnings. 
Changes that are material with respect to an interim period but 
not material with respect to the estimated income for the full 
fiscal year or to the trend of earnings should be separately 
disclosed in the interim period. 
PART II 
Disclosure of Summarized 
Interim Financial Data by 
Publicly Traded Companies 
30. The Board recognizes that many publicly traded com-
panies6 report summarized financial information to their se-
curityholders at periodic interim dates in considerably less 
detail than that provided in annual financial statements. While 
this information provides securityholders with more timely 
information than would result if complete financial statements 
were issued at the end of each interim period, the timeliness of 
presentation may be partially offset by a reduction in detail in 
the information provided. As a result, the Board recognizes that 
certain guides as to minimum disclosure are desirable. When 
publicly traded companies report summarized financial informa-
tion to their securityholders at interim dates (including reports 
6 See footnote 1. 
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on fourth quarters), the following data should be reported, as 
a minimum:7 
a. Sales or gross revenues, provision for income taxes, extra-
ordinary items (including related income tax effects), cumu-
lative effect of a change in accounting principles or practices, 
and net income. 
b. Primary and fully diluted earnings per share data for 
each period presented, determined in accordance with the 
provisions of APB Opinion No. 15, Earnings Per Share. 
c. Seasonal revenue, costs or expenses (paragraph 18). 
d. Significant changes in estimates or provisions for income 
taxes (paragraph 19). 
e. Disposal of a segment of a business and extraordinary, 
unusual or infrequently occurring items (paragraph 21). 
f. Contingent items (paragraph 22). 
g. Changes in accounting principles or estimates (para-
graphs 23-29). 
h. Significant changes in financial position (paragraph 33). 
When summarized financial data are regularly reported on a 
quarterly basis, the foregoing information with respect to the 
current quarter and the current year-to-date or the last twelve 
months to date should be furnished together with comparable 
data for the preceding year. 
31. When interim financial data and disclosures are not sepa-
rately reported for the fourth quarter, securityholders often 
make inferences about that quarter by subtracting data based 
on the third quarter interim report from the annual results. In 
the absence of a separate fourth quarter report or disclosure of 
the results (as outlined in paragraph 30) for that quarter in the 
annual report, disposals of segments of a business and extra-
ordinary, unusual, or infrequently occurring items recognized in 
the fourth quarter, as well as the aggregate effect of year-end 
7 It should be recognized that the minimum disclosures of summarized interim 
financial data required of publicly traded companies by Part I I of this 
Opinion do not constitute a fair presentation of financial position and results 
of operations in conformity with generally accepted accounting principles. 
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adjustments which are material to the results of that quarter 
(see paragraphs 4 and 17) should be disclosed in the annual 
report in a note to the annual financial statements. 
32. Disclosure of the impact on the financial results for 
interim periods of the matters discussed in paragraphs 21-29 is 
desirable for as many subsequent periods as necessary to keep 
the reader fully informed. The Board believes there is a pre-
sumption that users of summarized interim financial data will 
have read the latest published annual report, including the 
financial disclosures required by generally accepted accounting 
principles and management's commentary concerning the 
annual financial results, and that the summarized interim data 
will be viewed in that context. In this connection, the Board 
encourages management to provide commentary relating to 
the effects of significant events upon the interim financial results. 
33. The Board encourages publicly traded companies to pub-
lish balance sheet and funds flow data at interim dates since 
these data often assist securityholders in their understanding 
and interpretation of the income data reported. When condensed 
interim balance sheet information or funds flow data are not 
presented at interim reporting dates, significant changes since 
the last reporting period with respect to liquid assets, net 
working capital, long-term liabilities, or stockholders' equity 
should be disclosed. 
EFFECTIVE DATE 
34. This Opinion shall be effective for interim financial 
information issued for all interim periods relating to fiscal years 
beginning after December 31, 1973. However, the Board en-
courages earlier application of the provisions of this Opinion. 
35. When interim financial data are presented for prior 
interim periods for comparative purposes, these data should be 
restated on a basis consistent with procedures newly adopted, 
or the effect on the prior interim period data had the newly 
adopted procedures been applicable for that period should be 
disclosed. 
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The Opinion entitled "Interim Financial Report-
ing" was adopted by the assenting votes of 
fourteen members of the Board, of whom two, 
Messrs. Horngren and Norr, assented with quali-
fication. Messrs. Cummings, Halvorson, Hayes 
and Watt dissented. 
Mr. Horngren assents to this Opinion because it provides a 
step in the right direction. However, he believes this Opinion 
does not resolve the differing views as to the principal objective 
of interim financial information, as described in paragraph 5. 
Until the principal objective is agreed upon, interim financial 
reporting will, in his opinion, continue to be too diverse. 
Mr. Norr assents with qualification. He believes that income 
for publicly traded companies should be reported in the same 
detail as in the annual report. Illustrations of a few necessary 
items would be cost of goods sold, depreciation, and the invest-
ment tax credit. (Par. 30). He believes that the text of all 
releases accompanying interim reports should not depart from 
generally accepted accounting principles. In addition he be-
lieves that interim reports should explain variances from the 
comparable period of the prior year and should discuss material 
corporate developments. Thus explanations should be provided 
indicating the impact on net income of volume, prices, start-up 
costs or shifts in the line of business. He also believes that in 
most circumstances each interim period is a discrete period and 
that the Opinion encourages normalizing and smoothing income, 
concealing the actual level of activity. 
Mr. Cummings dissents from Part I of this Opinion because he 
believes paragraphs 9 through 17 provide inadequate and inher-
ently contradictory guidelines for the determination of income 
and expenses appropriate for interim reporting. He agrees with 
the concept expressed in paragraph 9 that each interim period 
should be viewed primarily as being an integral part of an annual 
period. However, he points out that succeeding paragraphs 
sanction inconsistent concepts which, for example, permit the 
recognition of costs in interim periods as incurred, or allocation 
based on an estimate of time expired, benefit received, or other 
associated activity. As a consequence, instead of establishing 
Interim Financial Reporting 535 
appropriate accounting principles to be followed in the prepa-
ration of interim financial reports, the lack of adequate guide-
lines must necessarily lead to confusion which can only serve to 
dilute investor confidence in and understanding of the financial 
accounting process. 
Messrs. Halvorson, Hayes and Watt dissent from Part I of this 
Opinion because they believe that the essential concepts of ac-
crual and deferral of costs and expenses that are applicable to 
annual periods are equally applicable to interim periods. They 
observe that any interim period is both a discrete accounting pe-
riod and a fraction of an annual period in the same sense that an 
annual period is both a discrete accounting period and a segment 
of the period representing the life of the enterprise and they 
believe it is unnecessary to characterize an interim period as 
either of these things to the exclusion of the other for purposes 
of establishing appropriate accounting principles. In general, 
they believe that financial statements for any period (which is 
necessarily both a discrete period and a segment of a larger 
period) should reflect the events of that period. In their view 
the Opinion encourages normalizing income by arbitrarily 
normalizing expenses, thereby concealing actual results of oper-
ations of an interim period. In so doing, the Opinion ignores the 
fundamental concept of consistency by condoning the use of in-
terim principles and practices inconsistent with accounting poli-
cies used in the preparation of annual financial statements. 
While they recognize that the shorter a reporting period the less 
useful it is as a predictive tool, they do believe that it is not a 
proper function of accounting to adjust the historical accounting 
for any period in order to produce purported results of oper-
ations more representative of other periods than the events of 
that period. 
They believe paragraphs 9 through 17 provide inadequate 
and inherently contradictory guidelines for the determination of 
income and expenses appropriate for interim reporting. Relative 
to certain businesses subject to material seasonal variations, the 
admonition in paragraph 18 to "avoid the possibility that interim 
results with material seasonal variations may be taken as fairly 
indicative of the estimated results for a full fiscal year" gives no 
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practical guidance to problems of income measurement in such 
businesses. 
They believe that the problem which the Opinion should have 
covered is one of measuring income during periods representing 
fractions of annual or other cycles, a problem which is not 
peculiar to interim reports. In their view, a proper approach to 
this problem would recognize that many activities and events of 
a business occur in and are related to such annual or other cycles. 
Some are related to such cycles for physical reasons (e.g., the 
harvesting and marketing of agricultural products) and some 
by reason of custom, law or contract (e.g., annual bonuses and 
income taxes). Methods of accruing or deferring various costs 
and expenses relating to such cycles should be developed and 
they should be applied consistently during interim periods and 
in annual financial statements. Under this approach, there is no 
need or justification for accruals and deferrals in interim periods 
which are not also recognized at year end. Likewise, if the 
application of a previously accepted year-end accounting prin-
ciple to interim periods is found to be inappropriate and another 
principle adopted, it should be necessary to change the principle 
applied at the year end to be consistent with the principle con-
sidered necessary for a fair presentation of results of operations 
for the interim period. 
Messrs. Cummings, Halvorson, Hayes, and Watt dissent from 
Part II of this Opinion because it prescribes "minimum" disclo-
sures of selected financial information without offering an under-
standable frame of reference. They observe that such minimum 
standards prescribe some disclosures not required when com-
plete statements are presented and fail to prescribe others which 
are required when complete statements are presented. Since 
such summarized financial information is not intended to "pre-
sent fairly" results of operations or financial position, they be-
lieve it is not appropriate for the Board to establish disclosure 
requirements for only a limited group of companies, namely 
publicly traded companies, which has the effect of simply regu-
lating them and which will not result in consistent interim re-
ports to securityholders and other users of financial statements 
of all companies. They observe that paragraph 31 of Part II 
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requires disclosure of "disposals of a segment of a business and 
extraordinary, unusual or infrequently occurring items recog-
nized in the fourth quarter, as well as the aggregate effect of year 
end edjustments which are material to the results of that quar-
ter." To them it is inappropriate to require in annual financial 
statements disclosure of information relative solely to interim 
periods and irrelevant in a report of results of operations for a 
fiscal year. They believe also that this requirement creates an 
unreasonable burden on all parties involved in reporting annual 
results of operations, particularly since it offers no guidance for 
implementing the required disclosure of "the aggregate effect 
of year end adjustments." 
NOTES 
Opinions of the Accounting Principles Board present the 
conclusions of at least two-thirds of the members of the Board. 
Board Opinions need not be applied to immaterial items. 
Covering all possible conditions and circumstances in an 
Opinion of the Accounting Principles Board is usually imprac-
ticable. The substance of transactions and the principles, 
guides, rules, and criteria described in Opinions should control 
the accounting for transactions not expressly covered. 
Unless otherwise stated, Opinions of the Board are not 
intended to be retroactive. 
Rule 203 of the Institute's Rules of Conduct prohibits a mem-
ber from expressing his opinion that financial statements are 
presented in conformity with generally accepted accounting 
principles if the statements depart in a material respect from 
such principles unless he can demonstrate that due to unusual 
circumstances application of the principles would result in mis-
leading statements—in which case his report must describe the 
departure, its approximate effects, if practicable, and the reasons 
why compliance with the established principles would result in 
misleading statements. 
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Pursuant to resolution of Council, this Opinion of the APB 
establishes, until such time as they are expressly superseded by 
action of FASB, accounting principles which fall within the 
provisions of Rule 203 of the Rules of Conduct. 
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